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SYSTEM AND METHOD OF VALUATION 
OF INTOLLECTUAL PROPERTY 

i 
j 

i 

FIELD OF INVENTION 

S Hiis inveotion relates to intellectiial property, and more paiticuiarly to &e 

valuatiofl of intellectaal property and a stock market &r inteQectaal property. 

BACKGROUND OF INVENTION 

Intellectual property assets are the real driv^ of company values. They must be 
. 10 managed fliou^tfblly and strategically Unfortunately, con^ani^ have shifted to 
intellectual propaty assets before we have had an opportunity to develop fhe means to 
assess and communicate what these intellectual property assets actually worth. This 
results in discrepancy between whBt we know from the financial statements and ^^^t we 
see fix)m the matket Market alwa}^ acts faster. Effective trading and licensing of 

IS intdlectual property ass^ pres^its unique challmges due to complexity of the laws 
regulating die acqidsition and enforc^ent of intellectual property ri^ts, and die 
intricacies valuation of intellectual property assets. 

FASB 141 and 142, new Financial Accounting Standard Board rules in US, were 
adopted that require companies to assign a value to acquired intdlectual propaiy assets 

20 and apply to fhem annual impairment tests. If intel^^ 

are deemed imd^-perfbtmingy the company must write fiiem down* This is similar to 
how banks treat pmblem loans. These new rules change the way companies regard 
acquired intellectaal propoty assets and pave the way for heig^ened scrutiny of 
intellectual property assets^ mainly patents, it may turn out that patents requixe a system 

25 ofcontinualidentificatiori, valuation and re-valualion in order to 1^ 

of what they mean to a given company at a giveii time. Increased disdosure of th^ 
already exists in the UK and Burope. 

It is therefore a great demand of the present invention to provide a timely and 
predse system and mediod of valuation of intellectual property assets. 
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SUMMARY OF INVENTION 

According to one broad aspect, the preset inveatioii pxovides a metbod of 
valuation of intellectaal property assets. Hie method includes, in one aspect, the 
formation of an ''intdlectual property stock exchange" -mftk the steps as m^dioned 
S bdow. loteUectiialpropeity assets are divided into a predeteon^ 
. property stocks. An intellectual property stock represents a claim on its proportional 
share of ttie intellectual prop^ty assets. A license of &e intellectual property ass^ could 
be granted to a buyer, who aggregates to a pre-set percrata^ of the intellectoal property 
stocks. The information of the intellectual prop^ty assets is stored m a server computer, 
' 10 ' Tvhidi accessed by a plurality of dient computes. 

The server computer lecrtves oiAm, which are request from a plurality of dieait 
computers for willing buyers and sellers to buy or sell a specified amount of a particular 
\ intellectual property^ stocks at a spedfied price. Hie server camputia: executes orders of 

fheintettectualpn)peftystocks.The value of the intellectually^ calculated 
15 using the executed price in file senrer computer. 

lin one prefescied implemeatadon, the presmt invention provides a furflier mediod 
of valuation of intellectual property by receiving at least a second order of 'Sie intellectual 
property stocks in fiie sover corqputer via the client computers from a second bay&r and 
a second seller. A second order of said intellectual property stocks is then executed in the 
20 server computer. Hie difference of value of the intdlectual property as^et between the 
first executed price and second executed price is calculated and will be reported to the 
intellectual property derivative exchange. 

In another broad aspect, the pres^ invention provides a system for valuation of 
intellectual property assets by using a server computer and at least one client computer. 

25 The server compute, includes means £br dividing the intellectual property ass^ into a 
predeteraiined number of intellectual property stocks, deciding a pre-s^ percentage of flie 
intellectual property stocks fi>r a licisnse^ storing the infbrmadon of the intellectual 
property assets, receiving orders fiom client computers, executing orders of the 
intdlectual pr<qperty stoi^ calculatibag the vidue o^ 

30 on executed price of each intellectual property stodc and corrununications means for 
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exdiangiiig secured infotcoadon wttli client cominiters. The cUeot computer is linked to 
file server coniputer and is capable of conummicadcm therewifli. The di^it computer 
includes means for xeceiving and storing relevant inf^^ 

ass^» recdving orders fiom buyers and sdl€X8, forwarding otdexs to ilie servw 
S computer. 

In one preforred implementation, fhe means for storing and retrieving information 
and file means for storing and recriving information is memoiy space in the seaver 
computer and Ihe client compute respectively; In anoth^ preforred inq>lemeniation, the 
communications means to exchange secured information with oflier conqniters contains a 
10 physical connection and operating syston to operate physical connection between the 
server ooinputar and the cKcpt computer. In another prefi^^ 

for receiving information fiom haym and seUers is a cliCTit program in foe client 
computer. 
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BRIEF DESCRIPTION OF FIGURES 

Figure 1 is a block diagram of a computser system in accordance with an embodiment of 
tbe inv^tion. 

5 

Figure 2 is a blodc diagram of the software & hardware structure of the server computer 
of Figure 1 

Figures is a block diagram of the software & haidware structure of the client oonqnitefs 
10 of Figure 1. 

Figure 4 is a flow diagram of the inteUectual property Stock 

Figures lUustrates patent infonnation tdile displayed by fiie cUent px^ 
15 duricig opearation of fiie computer system of Figure 1. 

Figqre 6 is a spread table for int^ectual property stodcs trade in the intdlectual property 
ExLdiange 

20 Figure 7 is a flow diagram oftheinteDectualpropeity Index Bxcha^^ 

Figure 8 is a flow diagram of the intellectual property Portfolio Exchange operation. 

Figure 9 is a table of Maik^ Partidpants Qualifications in the intellectual property 
25 Exchange 



4 



wo 2005/019964 



PCT/S62004/000252 



DETAILED DESC3RIPTION 
As used h^em, '"intelleotual property assets'' offered for trading may include but 
not limited to: patents (including utility, design and plant with a status of p^ding or 
granted), trademarks (including service marks, word marks, design maiics and logos), 
5 copyrights and domain names. 

Hie present invention creates an innovative intellectual property Stock Bxchange 
wbich provide an ideal valuation mechanism for the intellectual property assets. The 
present snvmtion further creates an intellectual property Index Exdbange and an 
in^ectual piop^ty Portfolio Exdiangie for finandai derivative market. 
10 The broad vahiation of company assets comprises two major a^irts namely: (1) 

tat^gble ass^ and (2) inteUectoal property assets* We dmote Vc as the vahie of 
CQn9>any assets, Vt as flie value of tangible assets and Vip as the i^hie of intellectual 
property assets. 

Vc-Vt + Vip (1) 

15 Stock market has wodced pretty well in most of the countries in the world It is 

proven that sto<^ market is powerful financial vmue to ndse fond for companies. When a 
coiDpany raises ftmd in stock market, it will prac^e following five st^s : 

1. Assessing the value of flieconq>anyass^Vc; 

2. Dividing ttiecraapany assets into Gornpany stocks; 

20 3. Deddiiig the percentage oftheccHiipany stocks to be sold; 

4. Listing company stocks with an initial public ofifering G^O) pzic^ and 

5. Trading company stocks in fhestodcraatket 

' Stodc madcet is a i>owerfi3l valuation mechanism to extract the market value of 
the companies. The stock matk^ has d^onstrated that it posses self-correction, sdf- 
25 calibration and self-^justing valuation medhanism. There are tvt^ types of companies: 
Type A: Companies IPO prices are quite close to the actual trading prices; 
Type B: Companies IPO prices are far below or much higher comparing wifo the 
actual trading prices. 

We notice that companies with majority portions of tangible assets more or less 
30 belong to the Type A category wifli certain accuracy. This means that the valuators 
cumulate enou^ e3qperience to value tangible assets. However, cornpanies with majority 
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pottiotis of intsellectual prop^ty assets fall into the Type B category most of the cases. 
Intellectual property assets take precedeace over tangible assets in both fheir contribution 
and vahiation reomtly. 

Vip>Vt (2) 

S Hus scenario shows that the indicated IPO prices and the valuation methods of 

tntellectoal propoly assets are really qu^tionable. Intellectaal property assets valuation 
is **an impredse arf ' unless you have a willing buyer or a proven infringe* The eadsting 
valuation mediods become ioaccorate if not invalid when apply them to value pure 
iatellectual property assets. We &ce a serious problm. 
10 In life, the most serious probl^i basically cannot be solved directly. It might be 

&efe forevw. However, we can make it less important to us. &ct, most of invCTtors (or 
political leaders) are not solving problans directly, instead, they create new cofocept to 
dilute (or divert) the importance of Ifae existing problems. For example, Dn Clande 
Shannon^ the oreator of communication, published bis landmark A Mathematical Theory 
IS of Gonnmmication in 1948. His theory is arguably one of tiie greatest intellectual 
adiievemenfs of tiie twentieOi century. It is tndy visionary thtnlcfng 

One of his most brilliant insights was tiie separation of problems like tiiese^ whore 
the encode must take botii the source and channel into accoimt» into two coding 
problems. He showed fiiat with no loss of generality one can study the source and channel 
20 separately. Solution of the source and diannel problems leads inmiediatdy to the solution 
. to the original joint source-channel problem. He greatly simplified the coding problems. 

Similarly, the present invention iqpplies tins technique to company assets 
valuation procedures. We now separate a company's assets Vc into Vt and Vip, and we 
value them ind^endenfly. In o&er words, when we value company assets, we separately 
25 value its tangible assets Vt and intellectual property assets Vip. 

Imagine a company with only intellectual property assets and without any 
tangible assets trades in stodc market 

Vip = Vc where Vt«0 (3) 

It is equival^t to intellectual property assets being divided into intellectual property 
30 stocks trade in stock market We define this particular stock market trades only. 
inteUectnal property stocks, and name it an intellectual property Stodc Bxchange. Indeed, 
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this intellectual prop ^ ty Stock BTcdiange is a special stock mark^ and it only trades 
intellectaal prop^iy stocks. Hmce, tibie intellectual property Stodc Exchange intimts 
stock madc^ powerful valuation mechanism; it is valid and valuable to ^ply ftds 
medianism to value intellectual prop^ty assets in fhe knowledge-based economy, 
S Since fhe eadsting valuation melliods of intdkctual property assets cannot provide 

a good indicated IPO pric^ at fhe same time^ intellectual prop^ty Stock Excbange itsdf 
is so powerftil valuation mechanism that can correct any mistaken and aibitraiy IPO 
pnce. & is really NOT necessary to assess the value of intellectual property assets before 
tradii^ intellectual property stodcs in tiie intellectual property Stock Exdiange. 

10 Hi^iefbre^ we can ronove this costty and time consuming procedure. Since we can assign 
an aibitraiy IPO price to trade in fhe inteDectual property Stock Bx^^ 
necessary to have this pxKsedure. To siirq[>lify fhe licensing process, the intellectual 
property Stodc BKclian^ could grant a licmse to fhose who have aggregated a pre^ 
percentage of the intdiectual property stodcs. This is a unique feature of the intellectual 

IS property Stock ex:chai^. 

Whm a inoprietor of intellectual property assets raises fund in &e intellectual 
property Stock Exdiai^ it will practise following three steps: 

L ' Dividing fhe inteDectnal property assets into intdiectual property stocks; 
2. Deciding-fhe percentage ofthe intellectual property stocks for gran^ 

20 3« Itadiiig iiiteUectoal property stocks in the intellectual property Sto^ 

As used herein a computer syst^ to illustrate and implCTient the present 
inventioiL Refening now to Figure 1, a computer system 100 may include but not limited 
to a server computer system 101 and a plurality of distributed dient con^ut^ 102i 
(where i - A, B» C, D, eta) coimected via a network 103 including but not limited to 

25 int^et and propri^ary network. 

Figure 2. illustrates Hic software and hardware structure of serv^ computer system 
101. During op^tion of computer syst«n 100, a server program is executed on top of an 
opQ:ating system, which controls physical layer in server computer system 101. Physical 
layor provides a physical coimection to network 103. The server program stores and 

30 retrieves information in database lOlB. The saver jirogram receives ord^ executes 
orders, and calculates the value of the intellectual property assets. 
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Figure 3 illustrates the software and hardware structure of a dieat computer 102L 
During op^nation of cotxi^mter system 100, a client program is executed on top of an 
operating system, vfbkii controls physical layer in dieait computer 102L Physical layer 
provides a physical connection to network 103. Buyers and sellefs access tibe intdlectuai 
5 property Bxdiange and place orders via client program in client computers 102L The 
dieot program in di^ computer 1021 ccnnnmnicates with serv^ program in server 
Gonqmter lOlA via network 103« The di&A program forwards orders to server program. 

Figure 4 is a flow diagram of flie intenectual pcop^ty Stodc'E^cdiaoge operaticm 
200, in accordance to an embodiment of the invention. To illustrate and standardize 

10 transactional rule of the intellectual property Stock Bxdiange, intellectual property assets 
could he divided into a predetermined number, such as 1,000,000 of stodcs. The larger 
&e predetennmed number, the moi^e accurate the stock reflects its mSkidt vahie. Ih-e 
inteUectual property Stock Exchange naay adopt but is not limited to die hitetnattonal 
Patent Oassi&cation (IPC) latest edilian which consists o£ 8 Secticms, 120 Classes, 628 

15 Subclasses, and almost 69,000 Groups. A patmt or a grocqp/subclass of pat»ts having a 
value of $100 million will be quoted as $100 per stod^ Board lot size could be 1,000 
stocks. All subseqn»t bid and ask transactions are in in<aCTients of 1,000 stocks. A 
sanqde of patent iofbnnation stored in database lOlB is listed in Figure S. hitellectual 
property stocks trade in accordance with the scale of spreads set out in the i^read table 

20 stored in database lOlB in Figure 6. 

In stage 201 of hiformation st^, authorized staff of Market Partidpants uses 
client program in client computers 1021 to create intdlectual property portfolio, and 
enters information includes but not limited to (1) die predetermined number; (2) the pre- 
set percentage; and (3) the proprietor of the intellectual property assets, into database 

25 lOlB via netwoiic 1 03. In stage 202 of Quotation st^, buyers and sellers are able to place 
orders of intellectual property stocks by using client program in cli»t conq>uters 1021, 
and the orders are received by the serv^er program in server computer lOlA via n^work 
103. The server program in the server computer lOlA executes orders of the intellectual 
property stocks. In stage 203 of Transaction step, the server program in the server 

30 computer lOlA calculates the value of intellectual property assets by multiplying the 
executed price of each intellectual property stodc with the predetermined numb^ of the 
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intellectual propearty ass^. The server program transfers the executed intellectual 
property stocks to successful buyers via client computers 102i The server program grants 
a lic^ise of the intellectual prop^ty assets to a qualified buyer via cliesit computers 102L 
In stage 2€4 of value-added service (VAS) stq>, Ifae intellectual property Stock Exchange 
S provides an optional infiingemeiit protection, and Che reoovezy value of sudi 
infiingement could be contributed as a form of dividend to fibe stocldiolders of fiie 
intellectual property stodcs. Hie dividends could be distributed proportionally according 
to the infimnaticm of Ifae stoddiolders stored in the serves- computer database lOlB. 

Figure 7 is a flow diagram of the intellectual property Index Exchange opeiiation 

10 300, in accordance to an embodimfflt of fiie invmtion. The server program in fiie serva: 
computer lOlA calcidaies fiie indices aws/tding to the intellectual property Stodc 
Exdiange. In stage 301 of Information step, auSioiized staff ofMaAst Participant 
information of the futures and options of the indices into database lOlB vianetwork 103. 
In stage 302 of Quotation st^, btryers and sdlers are able to place call or put <ndeis of 

15 futures and options of selected indices by using dient program in dient con^mters 102i, 
and die orders are received by the server program in server computer lOlA via netwotk 
103. The pngram in the server conoputer lOlA executes ordecs of fhtures and 

options of selected indices. &i stage 303 of Transaction stqp, the ser/er program tiansf 
executed stodss of futures and options of selected indict to successM biq^ via client 

20 computers 102L 

Figure 8 is a flow diagram, of die intellectual property Portfolio Exchange 
<q>^ration 400, in accordance to an embodiment of the invention. The server program in 
the server computer lOlA calculates the price of the nnits trust and bonds according to 
the intellectual property Stock Exchange- In stage 401 of Information st^» authorized 

25 staff of Market Participants mt&cs information of units trust and bonds into database 
lOlB via network 103. Each unit trust or bond is bundled intellectual* property assets. In 
stage 402 of Quotation step, buyers and sellers are able to place orders of units trust and 
bonds by using client program in client compixtocs 1021, and die ord^ are received by 
the server program in server computer lOlA via netwotk 103. The serv^ program in the 

30 server coniputer lOlA executes orders of imits tnist and bonds via network 103. in stage 
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403 of Transactioa step, the serv^ program transf^ tbe aimiber of units trust and bonds 
to successful buyers via client computers 102i» 

The intellectual property Exchange wAsite: www.ipexLcom supports tiiree 
separate exchan^s, namely intellectual property Stock Exchange, intellectual property 
. 5 Index Bxdiange, and intellectual property Portfolio Exchange, 

The inteUectuai property Stock Exchange provides a user-friendly inter&ce to 
search a compreh^isive listing of available intellectual property stocks. The actual price 
of intellectual property stodks, quotes by buy^ and sellers in flie intellec^al property 
Stock Exchange. • 

10 The intellectual prppoty indices are devdcqped to measure porfozmance of Ihe 

inteUectud piopeity^ Stodc Exchangp. The indices conqnise of IPETOL Index and EPEXL 
[Section_Name or Class^Namej Indices. They may be maxk^^-vahie weigjited or piioe- 
wei^ted indices. The piurpose of fhe indices cceation is to allow a hedguig 
mechanism for investors of intellectnal property. The inteUectuai ^ptopesty Todsx 

15 Exchange provides a user-jBimdly int^ace to seardi a con^iefaensive listing of 
available fiitur^ and options of the indices. 

The intellectual property Portfolio Exchange allows for the buying and selling of 
small pieo^ of bundled intellectual property assets. Intellectual prop^ly holders may 
bundle intellectual property assets, securiiize them into units trust or bonds, and lists 

20 &es6 \imts trust or bonds on irrtellectnal property Portfolio Ex c han g e. For example, 
imi vmaitieig smd regearch Institntions may be the most lifely candidates to oficT ttrdts tnist 
or bonds as fliey have large quantities of related patents that would lend well to an 
intellectual property units trust or bonds. 

The present inv^ition provides an intdlectual property market for hi^ integrity 

25 Market Partidpants. These Market Participants must meet ceactain quality standards as 
shown in Figure 9. Prinrfpal Participants are buyers and sellers of intellectual prop^ty 
assets. Intecmediary Paxti<»pants are those acting on bdialf of a principal buyer or seller. 
Government agencies, universities & research institutions, and companies not meeting 
the Market Participants cntedsi or not wishing to participate directly, may buy or sell 

30 intellectual property assets tibiough IntOTnediary Participants. Exchange Reserve Fxmd 
can be established whereby Market Participants contributed fixed sums of monies to the 
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intellectual pioperty Bxdxange as igsgtvo in the event of litigations. Eadx m^nber of 
Maifcet Partidpants is in turn self-insured against litigations. 

Security is always the jBrst priority for intellectual property Exchange. Intellectual 
property Exchange nses the bluest levd of security availAle^ to protect the 
5 oonfideaxdality of its users* account infbnnation in database lOlB and fi>r all transactions, 
hitellectual property Exchange uses the strong^t ^cryption technology. Any data you 
send wiU be scrambled into an unrecognized finm before it is transmitted, and only 
intellectual property Exchange has fte q>ecial key to decode it To increase security^ 
intellectual property Exchange uses digital certificates to hdp authenticate usees. Bsrery 
10 tune when you log on, intellectual property Exchange will verify your usemame and 
password to prevent unauthorized access. 

Intdlectual property assets like tangible assets arc assets that may use, trade, 
mortage and license exclusively or partially* Intellectnal property assets are divisional 
to intellectual propety stocks. Wh^ inteliectual property assets were divided into a form 
15 of intdlectoal property stodcs to trade, it is concdvable fliat it greatly dilutes ttie risk ot 
valuation and trading of intellectual property assets for buyers and sdlers. Without 
knowix^ ibe value of intellectual property assets^ flie preset invention allows trading of 
intellectual property stocks to proceed. The intellectual prop^ty Stock Exchange 
provides a maiket to value intellectual property assets cum intdlectual property stocks 
20 transactioiL It provides timely and precise market price of intellectual fxopesty assets. 
The market price was feedback among buyers and sellers automatically. 

The intellectual property Stodc Exdmge bxisiness model is grounded on the 
following innovative concepts: 

L latdlectual property Stock Bxdiange is an ideal valuator of intellectual propert3r: 
25 without assessing the value of intellectual property assets, intellectual property 

assets will be divided into a predetermined numb^ of intellectual property stocks 
to trade in the intellectual property Stock Exchange. 
2. Sinqilified intellectual property lic^ising Medianism: v^en aggregating to a pre- 
set percentage of the intellectual property stocks, a buyer could be granted a 
30 licCTse upon request in the intellectual property StocicBxcdiange. 
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The inventor views the intellectual property Stock Bxdiange as a communicatiQn 
system wiAi feedback loop. We find that buyers as tcansmitters, sellers as leceiv^; the 
intellectual property Stock Exchange as communication chaoneL With market feedback 
fimction (bid and ask), the buyers and sellers dynamically and adt^tively match market 
5 condition, wfaicii dioose the best route to realize intdlectoal property matket value and 
fiilfill the best interest for the buy^ and sell^. The foUowmg references are relevant to 
the preset invmtion: 

■ CJB. Shannon, "A mathematical Theory of Comnmnicatioii, "The Bdl System 
Technical Journal, VoL 27, pp379-423, 623-656, July, October, 194S. 
10 « Robert ILD^g and Nfichaell^ Liii, "A type I hybrid ARQs^ 

code rates," IBBB Trans. Gommun., VoL COM-43, no. 2/3/4, pp, 733-737, Feb. 
1995. 

« "The Ne^Empluisis on patent value: Opportunities and 
International Intellectual Property lostitate on 24 July 2002. 

15 While the presmt invention has be» desoibed using the aforementioned figures 

and the specific examples, it is understood fiiat these are examples only and should not be 
taken as limitation to the present invention. It should also be understood that intellectual 
{HX^erty Bxdiange only represrarts one embodiment of the present invention and the 
same principle of flie present invention can also apply to odi^ embodiments and 

20 configurations. 
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